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TAIWAN'S _KEY_ECONOMIC INDICATORS _ 
All values in US$ million 
and represent period averages 
unless otherwise indicated 
Exehange Rate: US$1=NT$36.00 1976 1977 *Change 1978 %Change 
77/76 (Prelim.) 78/77 


GNP at Current Prices 18,078 20,807 15.10 24,705 18.73 
GNP at Constant 1971 Prices 10,458 11,344 8.48 12,796 12.79 
Per Capita GNP, Current Prices 

(US$) 1,104 1,247 12.95 1,455 16.68 
Plant & Equipment Investment 5,129 5,569 8.85 6,292 12.78 
Foreign Investment Approvals 142 164 15.49 213 29.88 
Personal Income 12,533. 14,379 14.70 n.8. Aces 
Capital Output Ratio 2.47 Bases ~ 2.06 - 
Indices: (Base=100) 

Industrial Production (1971) 187.9 209.9 awa 262.3 24.96 
Mining 143.3 154.1 Ton 158.8 3.05 
Manufacturing 187.9 207.9 10.64 264.4 27.18 
Publie Utilities aa eae gees 10.79 229.7 16,54 
Building Construction 257.8 339.5 31.69 388.1 14.32 

Agricultural Production (1976) 100.0 104.0 4.00 102.1 <-1.83 
Crops 100.0 101.9 1.90 97.0 -4.81 
Forest 100.0 81.4 -18.60 718.8 <-3.19 
Livestock 100-50 123.7 13.70 118.6 4.31 
Fishery 100.0 109.1 9.10 112.6 3.21 

Average Industrial Wage (1976) 100.0. 115.36 15.36 133.86 16.04 

Average Labor Productivity (1976) 100.0 108.08 8.08 134.84 24.76 

Labor Foree (1,000 persons) 5,748 6,030 4.91 6,338 $.02 

Average Unemployment Rate 4.1 3.4 - 2.69 - 

(percent) 


MONEY AND PRICES 


Money Supply 3,821 4,933 29.09 6,615 34.10 
Interest Rate, Comm'l Bank 
secured 1575/7 10.507 10/50/ 

13.25 12.00 - 10.75 - 











Percent Percent 
Exchange Rate: US$1=NT$36.00 1976 1977 Change 1978 Change 
77/76 (Prelim.) 78/77 
Indices: (1976=100) 
Wholesale Prices 100.00 102.76 2.76 106.39 3.53 
Urban Consumer Prices 100.00 107.04 7.04 '39022.).S.37 
BALANCE OF TRADE AND PAYMENTS 
Gold & Foreign Exchange Reserve* 2,361 3,569 51.16 5,697 59.62 
External Publie Debt 
(Inel. undisbursed) 2,793 3,136 12.28 3,593 14.57 
Annual Debt Service Ratio 6.06 6.30 ~ 5.56 ~ 
Balance of Payments (Basic) 1,296 1,016 - 2,081 - 
Balance of Trade 567 850 - 1,660 - 
Exports, FOB 8,166 9,361 14.63 12,687 35.53 
U.S. Share 3,039 3,636 19.64 4,982 37.02 
Imports, CIF 7,599 6.52) 12.00 $1,027 29.56 
U.S. Share 1,798 1,964 9.23 4,400 20,22 





319; Soybeans, 959, 240; Chemical Elements, Compounds, Materials & Products, 


Main Exports to U.S. (1978: commodity, quantity in 1,000 pes., and value): 
Textiles, various, 1,155; Plastie Articles, various, 522, Machniery, various, 


140; Radio Receiver/Record Player, 9,166, 231; B/W TV, 3,371, 188; Color TV, 


a EE EE EEE a ey -—-——— 


669, 118. 


Note: *Exchange rates per U.S. dollar are NT$38 for 1976 and 1977 and NT$36 
for 1978. 
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SUMMARY 

Faiwan's economic performance set a record in 1978 as a 35 
percent rise in exports propelled 12.8 pereent real growth in 
GNP. A $1.7 billion trade surplus, the major component of a 
$2.1 billion favorable basie balance, boosted net foreign 
exchange reserves to $5.7 billion, equal to 6 months imports. 
The estimates for 1979 are for 20-25 percent export growth, and 
around 10 percent real GNP growth as the world economv slows 
somewhat. But Taiwan faces problems of protectionism abroad 
and excess bank liquidity at home. This latter problem - 
together with a more general condition of overheating - joins 
with the recent oil price increases to exert considerable 
pressure on domestic price levels. To meet these problems, the 
authorities are cautiously implementing credit restrictions and 
some import liberalization designed to bolster investment. 


Taiwan-U.S. trade continues rapid development, with 
bilateral trade likely to rise from $7.5 billion in 1978 to 
between $92 to $10 billion this vear. Taiwan's prudent economic 
management, and emphasis.on raising the export-oriented 
industry's level of sophistication give it great potential for 
a wide variety of U.S. business dealings in trade, investment, 
licensing and finance. Taiwan is an area definitely not to be 
overlooked by U.S. firms seeking profitable opportunities in 
East Asia. 


I. CURRENT ECONOMIC SITUATION AND TRENDS 


Overview-Galloping 1978, Cantering 1979 

According to the Chinese zodiac, 1978 was the Year of the 
Horse, and a constellation of transient factors hetped Taiwan's 
economy unexpectedly to turn in one of the world's best 
economic performances, as real growth in GNP galloped 12.8 
percent to reach $24.7 billion, according to preliminary and 
conservative government estimates. Per capita GNP is now 
$1,455 while per capita income at market prices is $1,304, one 
of the highest in East Asia. The economic strains tvpical of 
an economy seriously overheating, caused in this case bv the 
export-led 25 percent increase in industrial output, were 
overall! handled fairlv well in 1978. While a labor shortage 
stimulated a 16 percent industrial wage inerease, worker 
productivity rose 25 percent, and the GNP deflator rose only 6 
percent. The gains to be made in 1979 wil! not and should not 
be as large as those in 1978. The first half of 1979 is riding 
the crest of economic momentum carried over from 1978, which 
should be sufficient to boost exports 20-25 percent despite 
eoncern in the second half resulting from exnected slower 
growth in key export markets, higher domestie inflation, and 
the prospect of increased protectionism. As the rate of 
expansion abates somewhat from 1978's overheated pace towards a 


level of around 10 percent real growth, it is clear that 1979 
will still make for a highly prosperous year. 
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Inflationary Pressures Rise 

The Year of the Ram, 1979, mav see Taiwan's export oriented 
economy harassed by the twin wolves of inflation and 
protectionism. The key element in both factors is.the very 
success of Taiwan in boosting its exports so rapidlv while 
imports lagged behind in growth. The immediate issue now facing 
economic policwmakers is the spectre of double-digit price 
inflation which threatens to erode Taiwan's export 
competitiveness. For 1978 as a whole, price inflation was under 
good control, the consumer price index (CPI) rose 5.7 percent 
over 1977 and the wholesale price index (WPI) rose 3.5 percent. 
But the fourth quarter 1978 began to feel the effect of high 
monetary growth and exvnerienced a quickening in the tempo of 
price increases. This was rapidly reflected in the 11.7 percent 
first quarter 1979 rise in the export price index, a rate nearly 
double the 6.7 percent increase for the whole of 1978. The 
recent acceleration came to a new peak in March when the CPI 
rose 1.5 percent over February 1979 (18 pereent annual rate) and 
the WPI rose 2.4 percent (29 percent annual rate). 


There are three main factors which will tend to push price 
increases into the double-digit range in 1979. The first is the 
lingering influence from 1978's excessive increase in the 
domestic money supplv. At vear end 1978, the monev supply (Ml 
definition) stood at $6.5 billion, up 34 percent over 1977. 
Local economists estimate that Taiwan's high real GNP growth 
rate in 1978, plus its high savings rate, could support a 20-25 
percent money supp!v growth rate with relative orice stability. 
The prime contributor was the involuntary spillover of the $2. 
billion payments surplus into the domestic financial system. 
Financial authorities, who in the past heavily emphasized price 
stability, during 1978 took some counter-measures, such as the 
slight NT dollar revaluation, bank credit tightening, and some 
import liberalization, but have not adopted a rigorous 
approach. As a result, in the fourth quarter 1978 the rate of 
price index inereases began accelerating. In the first quarter 
1979, the balance of pavments surplus and the monev supply 
growth rate have shown encouraging signs of at least some 
temporarv moderation. It is unclear how long this condition 
will continue given further rapid growth of exports and a 
continuing current account surplus as rising Taiwan tourists 
expenditures are offset by overseas construction revenues and 
interest payments earned on its large foreign exchange reserves. 


But, apart from monetary policy, starting in the second 
half of 1979 fiseal policy mav become more stimulative. A 
considerable 25 percent increase in the Fiseal Year 1980 (July 
1979-June !980) regular budget to $5.4 billion plus a special 
$700 million supplementary defense budget have been proposed to 
the Levislative Yuan. This budget, if anproved would hoost 
total spending to $6.1 billion, while revenues are 
conservativelv projected at $5.1 billion. The deficit will be 
financed through issuance of construction bonds, and a $70 
million allocation from private contributions to the Defense 
Fund, but primarily through drawdown from cash accounts. The 
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In the first part of 1979, an important inflationary factor 
is, or course, higher import prices, primarily for petroleum. 
The higher oil price has led to announced or planned increases 
in industrial intermediate goods and publie utility prices, and 
continues sending ripples through the economy. So far, the 
policy is to adopt a "step-by-step" approach to permit both 
private and publicly-owned firms to phase in a series of 
moderate price increases to try to spread out the psychological 
impact on month-to-month CPI and WPI increases. For example, 
the Chinese Petroleum Company raised average prices 9 percent 
instead of the 12 percent economically justified by world oil 
price hikes. This phased approach differs slightly from its 
1974 strategy, when it first delayed: price increases, then 
pushed through a massive one-step price increase. 


On balance, we remain more concerned about the continuing 
influence from the trade and current account surplus as a key 
inflationary factor. The oil price increase is a shock to the 
economy, but based on its past record, Taiwan should make the 
necessary adjustments fairly smoothly. But monetary factors 
seem primarily responsible for the acceleration evident in the 
fourth quarter 1978 price levels, and these factors, though 
temporarily overshadowed in the first quarter, may be expected 
to continue to exert considerable influence during 1979. The 
apparent reluctance to take action which, in reducing the trade 
surplus, would adversely impact on exporters' short-term 
interests is understandable, though last year's remarkable 
economic performance demonstrates once again the long-term 
benefits to economic growth and the export sector of price 
stability. Further, the expected slowdown in the economy in 
1979, which would tend to reduce the danger of overheating, 
would also reduce the economy's ability to absorb the increase 
in the monev supplv caused by the current account surplus. The 
price inflation target of 5 percent for 1979 will definitely be 
exceeded, and, if present trends continue unchecked, inflation 
could soar to levels unprecedented since the 1974 oil crisis 
period. We would not, under these circumstances, rule out a 
rate for price inflation (GNP deflator) well into the double 
digits for the year. 


But just as the trade surplus has tended to stimulate 
domestie inflationary pressures, it has also tended to stimulate 
greater protectionist pressures abroad. This ranks as a matter 
of urgent concern to Taiwan's economie policymakers at a time 
when the U.S. is suffereing from a serious continuing overall] 
current account deficit and when Europe suffers from sluggish 
growth and high unemptoyment. Alreadv a considerable percentage 
of Taiwan's exports are shipped under bilateral quota 
arrangements, which are growing more stringent in application. 
Many policymakers appear aware of the dangers inherent in 
permitting the economy to grow into a structural trade surplus 
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position, especially now that Taiwan is rapidly approaching the 
status of an economically developed area which, due to its 
growing proportion of world trade, is inereasingly able to 
contribute to world economie equilibrium. 


Recently, the authorities have created the framework for 
several economic policy tools, including mechanisms permitting 
the float of the undervalued NT dollar, liberalizing of imports, 
and reduction of tariffs. The full implementation of such 
mechanisms in an effective manner, bv helping to balance trade, 
would be of great benefit to the domestic economy by relieving 
money supply growth pressures, stimulating inereased domestic 
investment in high technology and precision industries, and 
allowing the people on Taiwan to enjoy a higher standard of 
living. 


In reacting to President Carter's December 15, 1978 
announcement that the U.S. would extend diplomatic recognition 
to the People's Republic of China in Peking, the people on 
Taiwan demonstrated vet again their impressive ability to adjust 
smoothly to changes in their internationa! political status, and 
to continue umimpeded their rapid economic development based on 
foreign trade with all friendly areas. Hence, the economic 
impact of normalization proved to be mild and short-lived. 


At first, there was an initial ripple effect, as 
speculators reacted with surprise by temporarily driving stock 
market prices down while some Taiwan manufacturers tended to 
delay new investment projects until the legal uncertainties were 
clarified. But even during the height of the concern, Taiwan's 
growing middle class separated international polities and 
foreign trade, and it was "business as usual." In part, this 
response reflected widespread awareness of Taiwan's excellent 
fundamental economic position. Moreover, apart from termination 
of the Mutual Defense Treaty and related agreements, all other 
U.S. agreements remain in force, thus guaranteeing Taiwan's 
continued eligibility for U.S. import quota allocations, MFN and 
GSP tariff treatment, U.S. EXIM Bank financing, etc. 


Americans on Taiwan also contributed to stability by 
reacting calmly. Most American investors were aware of the U.S. 
Government's normalization policy, but had found the investment 
climate so attractive that Taiwan's approvals of American 
investments since the 1972 Shanghai Communique have totaled $300 
million. Manufacturing operations continued without 
disruption. American hankers, who had already loaned Taiwan $3 
biltion, have this vear offered Taiwan new long-term loans 
totaling $500 million with no "normalization risk premium" in 
the interest rate. And U.S. businesspeople expect that two-way 
trade with Taiwan will inerease by over 20 percent to between $9 


to $10 billion in 1979. 











The "Taiwan Relations Act", signed by President Carter on 
April 10, 1979, establishes the legal basis for continuing and 
expanding a wide range of relations -- ineluding travel, trade, 
banking, investment, and cultural activities. The act 
authorizes the unofficial and non-governmental American 
Institute on Taiwan (AIT) to facilitate the dealings of the 
American people with the people on Taiwan. Through this 
channel the people on Taiwan will have access to EXIM Bank, 
OPIC, ete. In sum, the impact from normalization has tended 
rapidly to fade away and even the highly sensitive Taiwan stock 
market place index has more than recovered. 


Another aspect of normalization is the possibility that 
goods from the People's: Republie of China may become eligible 
for U.S. MFN tariff treatment and thus compete with goods from 
Taiwan in the U.S. market.’ Most observers tend to discount the 
seriousness of this potential competition, at least for the next 
several vears. At present, Taiwan's goods are generally higher 
in quality, and for the future Taiwan is investing heavily in 
technology-intensive and high-precision export oriented 
industries. An additional source of strength is that 
foreign-owned subsidiaries ship 28 percent of Taiwan's total 
exports to their parent firms, or to their global marketing 
networks. For the near and medium term, Taiwan's key export 
competitors will continue to remain other newly industrializing 
countries such as Korea, Hong Kong, and Singapore, plus Japan. 


Statistics for Taiwan's foreign trade in 1978 record an 
almost incredible surge in growth compared with the sluggish 14 
percent increase in 1977.‘ Exports in 1978 were $12.7 billion, 
up 35 percent over 1977, and imports were $11 billion, up 30 
percent over 1977 while the trade surplus grew from $850 million 
in 1977 to $1.66 billion. In a vear when the value of world 
exports grew by only 14 percent to $1.28 trillion, this dramatic 
export growth catapulted tiny Taiwan into position as the 
non-communist world's 20th ranking trading area, and 16th 
ranking exporter, accounting for nearly 1 percent of world 
exports. The overall economic importance of exports to Taiwan's 
economic growth is indicated by the fact that merchandise 
exports alone in 1978 were equal to 52 percent of the GNP, up 
from a ratio of 45 percent in 1977, while total exports of both 
goods and services reached 59 percent of the GNP. 


The key causes of the boom in Taiwan's exports were a 
constellation of factors which met in conjunction during 1978, 
boosting Taiwan's export growth rate far above the long-term 
trend line of perhaps 15 percent-20 percent average annual 
growth. The first major factor was the rapid rise during 1978 
in the Japanese Yen's value which led foreign importers to shift 
supply sources. Secondliv, Taiwan's strongest export competitor 
in 1977, Korea, in 1978 suffered inereased price inflation which 
tended to erode Korea's formidable export competitiveness. 
Taiwan's economy, which enjoved low inflation and high worker 
productivity gains, was in an excellent position to reap maximum 
advantage from these developments. 















For 1979, the foreign trade outlook remains relatively 
good, export should grow by at least 20 percent in value to 
reach $15-16 billion, assuming no further dramatic adverse 
developments in the world energy situation, no sharp downturn in 
the U.S. economy and no abrupt erection of trade barriers in 
export markets. Imports should also grow by at least 20 percent 
to reach $13-14 billion, vielding a trade surplus of 
approximately the same general magnitude as last vear. External 
inflationary factors, such as higher petroleum prices will have 
about identical adverse effects on all exporting countries so 
Taiwan in the first half of 1979 should retain a slight 
competitive edge over Korea, which still suffers from higher 
domestic price inflation, though the situation might reverse in 
the second half if Taiwan has not controlled present 
inflationary trends. 


In contrast to domestic manufacturing output, which is 
increasingly oriented toward heavy industrv, Taiwan's foreign 
trade is still based on the export of light industria! products, 
which accounted for 68 percent of al! exports. Textiles account 
for 25 percent of all exports, and should grow by 15 percent to 
about $3.8 billion in 1979. Electrical machinery grew 35 
percent to $2 billion as Taiwan took advantage of U.S. quotas on 
imports of Japanese color television sets to double its own 
exports of both sets and chassis. In late 1978, however, the 
U.S. and Taiwan concluded an Orderlv Marketing Agreement (OMA) 
limiting exports of sets for 17 months. Continued growth in 
consumer electronics, components, and communication equipment is 
expected to increase exports by 15 percent to 20 percent in 
1979. Machinery and meta! products and plastics exports both 
amounted to nearly $1 billion each. 


Imports which increased 29 percent in 1978 to $11 billion, 
became slightly more concentrated in raw material imports which 
accounted for 68.5 percent of the total. Capital goods imports 
in 1978 grew 22 percent to $2.7 billion, accounting for 24.7 
percent of imports of the total. Electrical machinery imports 
grew 53.6 percent to $1.33 billion, and general machinery grew 
34.5 percent to $1.30 billion. In previous years, capital goods 
imports were as high as 29 percent of imports and even in 1977 
were 25.8 percent. To stimulate increased domestic investment, 
the government has initiated a series of measures facilitating 
imports of high technology plant and equipment. Consumer goods 
play only a small role amounting to $755 million. 


ae eae 


Taiwan's first ranking import commodity, crude petroleum, 
is receiving closer serutiny in the wake of two OPEC price 
increases in 1979. In 1978 Taiwan's crude petroleum imports 
from its major suppliers, Saudi Arabia, Kuwait, and Indonesia, 
increased 25 percent over 1977 to total $1.56 billion. This 
imported petroleum accounted for 75 percent of Taiwan's total 
energy consumption while coal, hydrological resources, nuclear 

1 gas, accounted for the remainder. Overall, 
Scie ae nec immtad 80 percent of total energy consumed was 
imported. 














Taiwan's main fear is not the oil price increases, hut 
rather availahilitv of supplies. The authorities estimate that 
each 10 percent increase in oil prices adds 1 percent to the 
wholesale price index, but a 10 percent reduction in crude oil 
supplies would reduce real GNP growth bv 6 percent. The 
important industrial sector consumes 80 percent of availahle 
eletricity, while households use ony 20 percent, a far smaller 
percentage than for most developed countries. Planners have 
prepared a range of responses to the situation. Industry is 
encouraged to conserve energy, and increased commodity taxes on 
energy intensive consumer goods are under study. The Taiwan 
Power Company is considering building an additional three 
nuclear power plants, in additon to the three plants either 
finished or already well under construction. Taiwan tentatively 
plans for nuclJear power to supply about one-third of total 
electricity requirements by 1990. The Taiwan Relations Act 
specifically authorizes continued sale of U.S. nuclear power 
generation equioment and U.S. nuclear fuel supplies to Taiwan. 


For 1979, total energy consumption is estimated to rise by 
10 pereent, of which 80 percent wiil continue to be imported. 
Assuming no severe long-term worldwide disruption in oi] 
-supplies, Taiwan's economy seems reasonably well prepared to 
weather the present situation of increased energy prices. 


Diversification an Important Goal 

Taiwan's foreign trade is characterized by severe 
imbalances, which make it particularly vulnerable to 
protectionist moves abraod. Taiwan ships 40 percent of its 
total exports, by value, to the U.S., its major market, but buys 
only 21.6 percent of its imports there. Japan is Taiwan's major 
supplier, accounting for 33 percent of imports, but takes onlv 
12.5 percent of its exports. Taiwan's bilateral trade with 
these two countries accounts for 53 percent of its total foreign 
trade, a high degreee of concentration. Further, Taiwan's $2.5 
billion trade surplus with the U.S., and $2.1 billion deficit 
with Japan are a source of continuing concern. 


As a result, Taiwan is moving cautiously to set up new 
institutions to facilitate diversification of its export 
markets, and sharpen its international export marketing 
skills. The authorities recently authorized the opening of "hig 
trading companies," to be invested in bv groups of large and 
small manufacturers, and backed bv a publicly owned bank, for 
the purpose of opening overseas marketing offices and of 
financing export sales. The first three companies already set 
up handle general trade, but future companies mav be set up bv 
manufacturers in one product line, such as machine tools. But 
Taiwan's "big" trading companies are small bv world standards, 
and administrative incentives are few. Lack of direct marketing 
links overseas, and reliance on manufacturing according to a 
customer's sample will remain obstacles to accelerating exports 
of higher quality and more design-conscious products. 
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Another effort to diversify exports is the opening of 
Taiwan's export-import bank (CEIB) which started business on 
January 11, 1979. It will primarily focus on finaneing exports 
of high value added capital goods, particularly machinery, with 
emphasis on sales to less developed countries. To support this 
program CEIB will draw on the $70 million paid-in portion of the 
$270 million authorized capital, and on bank borrowings. 

Already several American banks have offered loans. Initial 
incications are that CEIB will be operated in a conservative 
manner, with significant results in diversifying trade only 
visible in the long-run. 


Propelled by booming foreign demand for its export goods, 
Taiwan's industrial production index in 1978 rose hy 25.4 
percent compared with 1977, the highest growth rate recorded in 
the past 25 vears. Of the index's components, manufacturing 
output rose 27.8 percent, public utilities 16.4 percent, 
eonstruction 13.8 percent and mining 8 percent. Major 
manufacturing industries are textiles, electronics, machine 
tools, and petrochemicals. Light industry grew 15.1! percent 
over 1977, while heavy industry grew 38.] percent, signaling a 
shift in the industrial structure toward more capita! intensive 
production. 


This emphasis on heavy industry reflects development 
planning and investment and has brought nearly to fruition all 
of the $6 billion ten major projects program. To follow up, 
planners have designed a new series of 12 major infrastructure 
projects to cost an estimated $5.2 billion. These projects are 
being carried out under the six-vear economic development plan 
for 1976-1981. That plan has recently been modified to place 
greater relative emphasis on further development of technology 
intensive and high precision industries such as electronics and 
sophisticated machine tools. Unlike capital! intensive 
industries, technology intensive incustries take greater 
advantage of Taiwan's high level of education, offer high value 
added in exports while facing relatively few import restrictions 
overseas and provide more skilled labor emplovment opportunities. 


To promote this plan, the authorities have planned special 
financial assistance to the machine tool industry, which has 
received little foreign investment. Taiwan's new Export-Import 
Bank will assist by extending generous medium-and long-term 
export financing, and probably invest in a specialized “hig 
trading company." The industry wil! also benefit from increased 
expenditures on defense research, development and production. 
To further develop the electronics industry, they established 
the Hsin Chu Science Park, designed to encourage both foreign 
and domestie investors to set up production and research 
facilities near Taiwan's two largest engineering and 


technology-oriented universities. 
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While giving relatively greater emphasis of technology 
intensive industries, the authorities are also proceeding with 
some previouslv planned capital intensive joint ventures, 
including a heavy duty truck and diesel plant with Chrvsler and 
Perkins Engines. 


The agricultural production index for 1978 decreased by 
1.8 percent (prelimianry) compared with an advance of 4.7 
percent in 1977. Of primary importance was the lingering 
effects of two typhoons which wreaked considerable agricultural 
infrastructure damage to Southern Taiwan inh Summer 1977. 
Directly affected were sugar (767,090 metrie tons in 1978), 
bananas, and pineapple production. Rice production, which fell 
moderately by 6 percent to 2.47 million metrie tons (mmt) in 
1978 due to insect damage and reduced planting area, will likely 
decline further in 1979 to the target of 2.35 mmt. Per capita 
rice consumption has been declining in favor of fruits, 
vegetables, wheat foods, and protein foods such as eggs and meat 
(production of these latter two products is dependent on 
imported feed grains and soybeans). Another factor hehind 
reduced production is the considerable rural migration to meet 
urban industry's demand for voung unskilled and semiskilled 
workers. Apart from encouraging the location of satellite 
factories in the rural industrial estates, the authorities plan 
to enhance rural per capita agricultural output and income 
through futher investment in irrigation facilities, 
agricultural mechanization, and specialized production of high 
value export crops such as asparagus, mushrooms, French snails, 
and live eels. For 1979, agricultural output is projected to 
increase by a modest 1.9 percent relying mainlv on growth in 
the livestock and fisheries sectors, while forestry output wil] 
remain static or decline in line with the government's forest 
resources conservation policy. Overall, as industrial 
production continues its rapid growth, agriculture wil] 
contribute a declining proportion of the GNP, (estimated to 
between 12-13 percent in 1978), a trend expected not to be abate 
in the future. 


In 1978, the authorities approved foreign and overseas 
Chinese investment applications totalling $212.9 million, the 
second best vear on reeord, and an unexpectedliv high 30 percent 
inerease over 1977's $164 million.’ Of the total, approvals of 
U.S. firms' applications reached $59.8 million, up 188 percent, 
overseas Chinese $76.2 million, and Japanese $50.3 million.’ (The 
Japanese prefer technology licensing, accounting for 69 of 110 
approved licensing agreements in 1978.) In 1978, the breakdown 
by investment category was electronics 29.8 percent (mainly U.S. 
and European firms), the service industry 18.7 percent (mainly 
overseas Chinese investment in hotels), and chemicals 16.5 
percent. Since 1952, the authorities have approved a grand 
total of $1.9 billion worth of foreign investment applications, 
of which the U.S. accounts for $585 million. 
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Taiwan recognized the continuing need for foreign 
investment, not so much for the capital inflow, but more for 
access to newer technology and to a global export marketing 
network. To offset any possible adverse foreign investor 
reactions as a result of normalization, the authorities are 
studying further improvements in the investment climate. 
Despite the understandable concern over political influences on 
foreign investment, historically the major factors influencing 
foreign investment on Taiwan have heen the state of the world 
economy, as shown in the following table. 


World Economic Boom World Recession World Recovery 
1972 1973 1974 1975 1976 1977 1978 
$128 $248 $189 $118 $142 $164 $213 


For the long term,normalization has not changed the fundamental 
factors attractive to foreign investors, such as relatively low 
labor costs coupled with high worker productivity, prudent 
economic policymakers, adequate investment incentives 
efficiently implemented, sound basie infrastructure, and a wide 
range of supporting goods and services supplied bv local private 
firms. In addition, the "Taiwan Relations Act" specifically 
authorizes the U.S. Overseas Private Investment Corporation 
(OPIC) to eontinue its insurance of U.S. private investment in 
Taiwan for an additional three vears, despite basic guidelines 
which limit OPIC's programs to low per capita income developing 
countries, a category for which Taiwan increasingly no longer 
qualifies. 


In a definite expression of confidence in Taiwan's 
future,U.S. firms already. here are proceeding with expansion 
plans, while several major American and European manufacturing 
companies have already concluded, or are on the verge of 
concluding, joint venture agreements with publicly owned 
corporations to set up multimillion dollar heavy equipment 
manufacturing facilities. Indeed, the first quarter 1979 
foreign investment approvals set a new quarterlv record, 
reaching $111 million, over one-half the 1978 total. Despite 
some worldwide economic uncertainty regarding 1979 and 1980, the 
1979 figure should exceed the 1978 level. 


Domestie willingness to invest in new plant and 
equipment,slow to recover from the 1974-75 recession, has 
increased lately, stimulated by strong foreign demand for export 
goods (only 10 percent of a sample of major Taiwan manufacturers 
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reported excess production capacity) and by centrally directed 
programs designed to accelerate the technological transformation 
of the economy. Funds for domestie investment are not lacking; 
in 1978 Taiwan saved 32 percent of its GNP, a world savings rate 
second only to Japan. Gross eapital formation in 1978 totalled 
an estimated $65.2 billion, of which the industrial sector and 
services sector each accounted for $3 billion, and agriculture 
the remainder. 


To ensure that domestie investment in new projects to 
enhanee technology-oriented industries or reduce production 
costs remains high, the authorities are adopting a series of 
programs encouraging the import. of foreign capital goods. For 
example, the Central Bank has allocated $600 million to finance 
the foreign exchange costs of replacing outmoded equipment in 
existing export industries, and of additional equipment in new 
technology intensive and high precision industries. A second 
program, one probably with even greater impact, is temporary 
tariff reductions. One proposal would reduce tariffs by 50% on 
186 types of capital goods for one year. Another, now under 
discussion, would over two years permit duty-free import of 
capital goods for export-oriented firms which merge to increase 
their seale of production. Over the past several years, capital 
goods imports as a percentage of total imports have fallen from 
30 percent to 25.8 percent in 1977 to 24.7 percent in 1978. 
These two programs, if implemented vigorously, should both speed 
the sought after industrial transformation, and stimulate 
increased imports from developed countries with which Taiwan has 
trade surp!uses. 


—— — i SS Le 


Dollar Stable 


Taiwan's new foreign exchange market, which opened February 
1, 1979, is the mechanism for implementing a "managed float" of 
the New Taiwan dollar (NT$) against the U.S. dollar. This 
represents another step to increase the sophistication of the 
financial system to complement the rapid development of industry 
and foreign trade. But the "market" is not free; Central Bank 
daily determines the U.S. dollar/NT dollar exchange rate after 
reviewing the latest foreign trade information and Taiwan's 
overall export competitiveness situation. Commercial banks, 
both domestic and foreign, meet in a "foreign exchange trading 
center" to carry out interbank exchanges and, within the daily 
fluctuation bands delineated by the Bank, may further slightly 
adjust the floating rate as necessary. So far,while banks and 
traders familiarize themselves with the new system, the Bank has 
tightly controlled the "float," appreciating the NT$ 0.3 percent 
in February, and then depreciating it 0.3 percent in April. 
Given the financial authorities conservatism, the new exchange 
rate setting mechanism, which in the long term increases policy 
makers' flexibility, in the short term is unlikely to make a 
significant contribution to reducing Taiwan's still substantial 
trade surplus. 
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But the new "market," plus the strength of Taiwan's foreign 
exchange position, has focused increased attention on Taiwan's 
tight foreign exchange controls, which remain unchanged. 
Considerable press comment has been directed to the recent rise 
in the illegal but officially tolerated black market exchange 
rate for U.S. dollars. The key factor here seems to be the 
inadequate foreign exchange allocations to cover the overseas 
exoenses of the rising number of Taiwan tourists. Under new 
rules, 100,000 tourist passports were issued in the first 
quarter, and there were 35,000 tourist departures. There is 
little evidence that normalization has resulted in any 
significant increase in the rate of unauthorized capital 
outflows from Taiwan to the U.S. or other areas. A number of 
Taiwan economists, bankers, and editorialists have suggested 
that in the present situation of political stability and rapid 
economic growth, tight foreign exchange controls are 
inappropriate, an anachronism left over from Taiwan's earlier 
davs of poverty. The authorities appear to be working first 
toward the smooth operation of the present foreign exchange 
market, before seriously considering more far-reaching proposals. 


Taiwan, which has already attracted 12 foreign bank 
branches and & liaison offices with its prudent economic 
management, continues to stimulate inereased foreign bank 
participation and greater diversification of its international 
banking ties. For example, several American banks are moving 
their local branches into more spacious quarters and raising 
their locally registered capital. These branches are 
increasingly capitalizing on their knowledge of local business 
conditions to emphasize loans with higher margins to privately 
owned Taiwan firms. One possible future financing opportunity, 
now under study, is a proposal to permit foreign firms to set up 
joint venture equipment leasing firms, as one way to encourage 
further imports of sonhisticated equipment without straining the 
eapital resources of Taiwan's manufacturing companies, manv of 
which tend to be undercapitalized. 


Normalization has had little impact on Taiwan's ability to 
raise long-term capital in international] markets. Taiwan has 
outstanding international credit worthiness, buttressed by $5.7 
billion in net foreign exchange reserves ‘as of December 31, 
1978), a $1.7 billion trade surplus in 1978, and an overall 
balance of pavments surplus of $2.1 billion. American financial 
institutions have loaned Taiwan about $5 hillion, of which U.S. 
EXIM Bank loans and guarantees total nearly $2 billion, and U.S. 
private banks short and long-term claims total an estimated $3 
billion. Both American private banks, and U.S. EXIM Bank have 
continued to make loans to Taiwan at prevailing international 
rates and terms. A development which may herald increased 
foreign banking interest in Taiwan is’ the opening by the 
International: Bank of Singapore of a branch on Taipei in 
November 1978. Foreign bank competition in Taiwan, already 
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stiff among American banks, may intensify still further if 
European banks, which heretofore have been rather unfamiliar 
about Taiwan's sound financial situation, begin to participate 
more actively in this market. 


II. IMPLICATIONS FOR THE UNITED STATES 


Prognosis For U.S. Trade With Taiwan 


It now appears likely that U.S. exports to Taiwan will grow 
by at least 25 percent to exceed 3 billion dollars from the 1978 
figure of $2.4 billion. Taiwan's exports to the United States 
will probably increase at a reduced rate from last year's 35 
percent surge, but probably will still exceed 20 percent to rise 
above $6 billion, for a total of $9-$10 billion. Despite the 
higher growth rate in imports from the United States, the 
bilateral trade gap will undoubtly remain above $2 billion in 
1979. To counter protectionist moves in the United States, the 
authorities on Taiwan have sponsored a series of buying missions 
to the Unites States in 1978-79. The main advantage for U.S. 
suppliers is that the requirements for the usual lengthy bidding 
procedures has been waived for the procurement by Taiwan 
agencies and state enterprises participating in this buying 
mission, and contracts can be negotiated directly with only one 
U.S. supplier or, in some instances, several. 


Tariffs Soon To Be Reduced 


In December 1978 the United States concluded a bilateral 
Trade Agreement with Taiwan. The tariff reductions agreed upon 
by Taiwan averaged 30 percent in depth and will be of benefit to 
about 60 percent of U.S. exports to Taiwan. In addition there 
was agreement that Taiwan would relax a number of nontariff 
measures (NTMs) that will liberalize significant portions of 
incoming U.S. trade. Some of the major nontariff concessions 
are the further liberalization of automobile imports from the 
United States and Canada, the gradual reduction of the 20 
percent Customs valuation surcharge (the duty uplift) and an 
increase to $400 in the value of samples and demonstration 
equipment permitted to be brought in duty free. 


Major Projects 


The most publicized projects in Taiwan are, of course, 
infrastructure projects which are either public works or capital 
investment. The original "ten" major projects -- which included 
construction of two ports, a freeway, airport, railroad links, 
steel mill, shipyard, petrochemical complex, nuclear generating 
plant and rail electrification project -- have by and large been 
completed; the new appellation of the successor projects is 
"twelve" major projects. Those of greatest business interest to 
U.S. firms are several nuclear power plants to be purchased by 
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the Taiwan Power Company; the second phase of the China Stee} 
Mill; the Tang Eng Stainless Steel Mill; the Chiang Kai Shek 
Performing Arts Center; various communications projects; the 
installation of electronic banking equipment and systems in 
Taiwan's domestically owned banks; and the new hospital-medical 
eenter complex at Taiwan University. 


Product areas now in demand are computers and peripherals, 
electronic banking equipment, nuclear and electric power 
generating equipment, machine tools and sophisticated 
metalworking equipment, petroleum and petrochemical equipment, 
hospital and medical equipment, telecommunications equipment, 
laboratory and scientific instrumentation and food processing 
and packaging equipment.’ 


Trade Center Shows 

The American Trade Center Taipei has continued in 1979 its 
active program of exhibitions of American equipment as evidenced 
by the Spring-Sunmer schedule: 


Exhibition Theme Dates _ 
1) Communications Equipment and Systems May 14-18 
2) Pollution Control] Equipment June 11-15 
3) Electric Energy Svstems July 23-27 
4) Plant Operations Equipment September 10-14 


In 1978 Taiwan was the tenth largest agricultural market of 
the United States, with annual purchases of some $825 million 
(FAS basis). U.S. imports in 1979 are projected to total $! 
billion. Principal agricultural imports, constituting over 99 
percent of the total, are sovbeans, corn, cotton, wheat and 
tobacco. About 275 other farm products make up the remaining 10 
percent of U.S. imports. If approved by the Legislative Yuan, 
the fower duties negotiated under the USA/Taiwan bilateral trade 
negotiations will provide U.S. suppliers with additonal 
opportunities for exporting apples, grapes, cherries, citrus, 
raisins, prunes, walnuts, and some processed fruit items. 
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Regional Marketing Managers 


Commercial and economic information on most trading part- Area 


ners of the United States is available from the U.S. Depart- 


ment of Commerce. 


A Regional Marketing Manager is responsible for the areas 
listed below. Assistance or information about marketing in 
these countries may be obtained by dialing these key people 
directly: 202-377 plus the given extension. 


Area 


Africa 


(except Algeria, Egypt, Libya, Morocco and 
Tunisia—see Near East Listing below) 


Canada 
Eastern Europe 


Europe 
France and Benelux Countries 
Germany and Austria 
Italy, Greece and Turkey 
Nordic Countries 


Spain, Portugal, Switzerland and Yugoslavia 3944 


United Kingdom 


Extension 
Far East 
East Asia, Taiwan, Australia,- and 
New Zealand 3646 
Southeast Asia and Sub continent 2523 
Japan, Korea and Hong Kong 2896 
; Latin America 
Extension Andean and Caribbean countries 2995 
Brazil and River Plate countries 5427 
Mexico and Central America countries 2313 
4927 
3415 Near East 
Egypt, Iran and Israel 3752 
2645 Algeria, Libya, Morocco and Tunisia 5737 
Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 
4504 Peoples Democratic Republic of Yeman, Qatar, 
3187 Saudi Arabia, Syria, United Arab Emirates, 
3944 Yemen Arab Republic 5767 
stp USSR 4655 
3415 People’s Republic of China 3583 


Commerce District Offices 


Albuquerque, 87102, 505 Marquette 
Ave. NW., Rm. 1015 (505) 766-2386. 
Anchorage, 99513, P.O. Box 32, 
701 C St. (907) 271-5041. 


Atlanta, . 30309, Suite 600, 1365 
Peachtree St., NE. (404) 881-7000. 
Baltimore, 21202, 415 U.S. Custom- 
house, Gay and Lombard Sts. (301) 
962-3560. 

Birmingham, 35205, Suite 200-201, 
908 S. 20th St. (205) 254-1331. 
Boston, 02116, 10th Floor, 441 
Stuart St. (617) 223-2312. 

Buffalo, 14202, 1312 Federal Bldg., 
111 W. Huron St. (716) 846-4191. 
Charleston, W. Va., 25301, 3000 New 
Federal Office Bldg., 500 Quarrier 
St. (304) 343-6181, Ext. 375. 
Cheyenne, 82001, 6022 O’Mahoney 
Federal Center, 2120 Capitol Ave. 
(307) 778-2220, Ext. 2151. 

Chicago, 60603, Room 1406, Mid- 
Continental Plaza Bldg., 55 E. Mon- 
roe St. (312) 353-4450. 

Cincinnati, 45202, 10504 Fed. Bldg., 
550 Main St. (513) 684-2944, 
Cleveland, 44114, Room 600, 666 
Euclid Ave. (216) 522-4750. 


Columbia, S.C., 29204, Forest Center, 
2611 Forest Dr. (803) 765-5354. 


Dallas, 75242, Room 7AS5, 1100 
Commerce St. (214) 749-1515. 
Denver, 80202, Room 165, New Cus- 
tom House, 19th and Stout Sts. (303) 
837-3246. 





Des Moines, 50309, 817 Federal 
Bidg., 210 Walnut St. (515) 284-4222. 
Detroit, 48226, 445 Federal Bldg., 
231 W. Lafayette (313) 226-3650. 


Greensboro, N.C., 27402, 203 Fed- 
eral Bldg., W. Market_St., P.O. Box 
1950. (919) 378-5345. 

Hartford, 06103, Room 610-B, Fed. 
Bldg., 450 Main St. (203) 244-3530. 
Honolulu, 96850, 4106 Federal Bldg., 
300 Ala Moana Bivd., P.O. Box 
50026 (808) 546-8694. 

Houston, 77002, 2629 Federal Bldg., 
515 Rusk Ave. (713) 226-4231. 
Indianapolis, 46204, 357 U.S. Court- 
House & Federal Office Bidg., 46 E. 
Ohio St. (317) 269-6214. 

Los Angeles, 90049, Rm. 800, 11777 
San Vicente Blvd. (213) 824-7591. 
Memphis, 38103, Room 710, 147 
Jefferson Ave. (901) 521-3213. 
Miami, 33130, Rm. 821, City Na- 
tional Bank Bldg., 25 W. Flagler St. 
(305) 350-5267. 

Milwaukee, 53202, 605 Federal Of- 
fice Bldg., 517 E. Wisconsin Ave. 
(414) 291-3473. 

Minneapolis, 55401, 218 Federal 
Bldg., 110 S. 4th St. (612) 725-2133. 
New Orleans, 70130, Room 432, In- 
ternational Trade Mart, 2 Canal St. 
(504) 589-6546. 

New York, 10007, 37th Floor, Fed- 
eral Office Bldg., 26 Federal Plaza, 
Foley Sq. (212) 264-0634. 


Newark, 07102, Gateway Bldg. (4th 
floor) Market St. & Penn Plaza 
(201) 645-6214. 


Omaha, 68102, 1815 Capitol Ave., 
Suite 703A (402) 221-3665. 


Philadelphia, 19106, 9448 Federal 
Bidg., 600 Arch St. (215) 597-2850. 


Phoenix, 85073, 2950 Valley Bank 
Center, 201 N. Central Ave. (602) 
261-3285. 


Pittsburgh, 15222, 2002 Fed. Bidg., 
1000 Liberty Ave. (412) 644-2850. 


Portland, Ore., 97204, Room 618, 
1220 S.W. 3rd Ave. (503) 221-3001. 


Reno, Nev., 89503, 777 W. 2nd St., 
Room 120. (702) 784-5203. 


Richmond, 23240, 8010 Federal Bldg., 
400 N. 8th St. (804) 782-2246. 


St. Louis, 63105, 120 S. Central Ave. 
(314) 425-3302. 


Salt Lake City, 84138, 1203 Federal 
Bidg., 125 S. State St. (801) 524-5116. 


San Francisco, 94102, Federal Blidg., 
Box 36013, 450 Golden Gate Ave., 
(415) 556-5860. 


San Juan, P.R., 00918, Room 659, 
Federal Blidg., Chardon Ave. (809) 
753-4555. 


Savannah, 31402, 222 U.S. Court- 
house, P.O. Box 9746, 125-29 Bull 
St. (912) 232-4321, Ext. 204. 

Seattle, 98109, 706 Lake Union 


Bldg., 1700 Westlake Ave. North (206) 
442-5615. 
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